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EXPLA1-TATORY r.!i%mRANDU!:i 
!'li thin the framework of Article 8 (1) (b) of Directive 72/159/EEC the 
~Tanting of aids in the form of an interest rate subsidy in respect 
of inventments necessary for carrying out a farm development plan is 
one of the main incentives on offer to farmer~ whose development plan 
han been approved. In accordance with Article 8 (2) this interest rate 
subsidy shall not exceed 5 %and, in principle, shall cover loans 
extendinG' over a p~riod of 15 years~ which l•iember States may, however, 
extend to 20 years~for investments in immovable property and reduce 
to 10 years for other investments. The interest rate remaining payable 
by the beneficiary may not be lower than 3 %. 
Ho~rever the Council acting on a proposal from the Commission and voting 
as provided for in Article 43 (2) of the Treaty, may authorize a Member 
State, for a specified period, to grant interest rate subsidies exceeding' 
5 %, if such action is ~~rranted by the situation of the capital market 
in that i·lember State, and, i-n addition, 'to lower the minimum rate payable 
by the beneficiary to 2 ~~ in certain regions. 
At its session of 22 July 1981, the Council took note of a·statement by 
the Commission representative reaffirming that his Institution would 
continue to study the {l'eneral problem of the' interest rates ·charged to 
Com:nuni ty farmers and that it would submit to the Council, as soon as 
possible but not later than the end of 1981, its conclusions and, if 
appropriate, its proposals for resolving this problem. 
A study·already presented to the Council shows how both nominal and real 
interest rates increased between 1973 and 1980. Since'this study appeared, 
tho situation has deteriorated further and the financing of farm investments 
has become an even more serious problem. Two points may be made to 
illustrate how the borrowerll' position has worsened • 
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Oi von the• !:-:'<~~tine nqod for ea. pi to.l which io a. foa.ti.\X'GI of modo:r.tl 
ar!Ticu.l tt:.rc, notably as a result of inflationary pressures, and the 
ri!:lc in interest rates, farmers who borrow money find themselves 
in a dif;icult position. If the repayments are too heavy, farmers 
arc di~cuaded. or prevented from contracting loans since they \-Till be 
unable to achieve the comparable income on completion of their 
development plan (the essential condition for approval of the latter). 
- A~ f<.rm incomes decrease, farmers have felier profits to plough back 
into their business and either have to borroli more money to finance 
their investments or abandon them altogetber. 
'I!hcce t~1o pointc r.:ay be" studied in relation to each 1·lember State, to 
' ~lluctrate how econor~ic conditions altered betNeen 1973 and 1980. 
I. Incre~G~ in nomin~l rates 
I 
.; ,'\.t the tir.:e ~then Directive 159 was adopted, the decision to authorize 
all r.:e;;~ber States to grant a 5 % interest' rate subsidy (7 % in 
certain recions) could be justified by the fact that nominal rates 
varied little from one .1-iember State to another. Only in Denmark and 
L~•embourg did they differ appreciably from the average • 
• The trGnd followed by nominal rates between 1973 and 1981 indicates 
that : 
a) they have risen considerably in the various :Member States, 
b) they now differ widely from one counti"J to another. In one group 
of countries, namely Denmark, United Kingdom, Ireland· and Italy, 
nominal rates are now higher than the un\ieighted Community 
average (15.5 ~;,). 
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The two i'a.oto mentioned a.bova i:ld.ioa.to ho1·1 tho overall position ot the 
borrower ha.sroteriorated in the Community. It has become even more 
intolerable, ho:~ever, in the ~·our coti.ntries listed above. 
II. Tren~ in fnco~es 
If both the net surplus available to the farmer1) for investment and 
his annual inco~e are decreasing, he must limit the amounts polouffhed 
back into the business in order to safeguard his income. In such cases. 
he may not make the necessary investments or he may finance them by 
obtainint; loans on unfavourable terms when interest rates are high. 
The index for the net farm surplus at 1975 prices foll011ed a downward 
trend in almost every case between 1975 and 1979. The drop was particularly 
sharp in Germany, the United Kingdom and the Netherlands and less so in 
Ireland, 11here ·no appreciable drop was recorded until 1979. No data on the 
net farm surplus a.r~ available for Denmark or Italy • 
.. 
The number of .farm pl.anl for improvements· to farm structures pursuant to 
Directive 72/159/EEC has fallen, largely as a result of rising interest 
rates and the deterioration of farm incomes. In Germany, the drop in the 
number of .1lans is attributable to budt;etary constraints. BetiV'een 
1979 .and 198o the number of development plans ap~roved fell by 72 % in 
Denmark, by 69% in the Netherlands, by_48% in the. United Kingdom, by 
40 5~ in Ireland and by 19 % 1n the Federal Republic of Germany. In Belgium, 
there has been a slight increase"in the number of plans whilst in France 
there has been a more substantial increase • 
. . 
•· 
(1) The farmer's net surplus is equal to the gross value added at factor 
cost less depreciation and the wages bill • 
•, ' 
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III. Oonnlunionn 
In the~e circum~tancec, the farlure to adopt a new decision on interest ' . 
rate sub::;iciiec could prove inconsiste~t tii th the recent Council decision I' ( 
-t;o a.'71end Directive 72/159/EEC by ff].ving a more flexible interpretation 
to the idea of the "comparable income" so that the less prosperous farmers · 
ma:r rnore ea.si\y qualify for development plans. 
Another possible consequence is a general slowing-dovm of investments at l 
the very time when aericul ture may have to· make special efforts to rat1ona.lize 
production and to improve the processing of agricultural products, in view 1 
of the changes which will have to be made in the way the prices and markets 
'< 
folicy is applied. 
for these rea~ons, the Commission considers that the Community should take 
~ l ~ction to limit the burden placed on farmers by the increase in interest rates. 
i 
~eh action could be selective in nature : a fUrther interest rate subsidy 
1 
fould be granted to 'a.ke account of the leyel reached by interest rates 
tn 1981. This fa.cili ty is already available to Italy and Ireland, until 
. 11 December 1981 and 31 December 1983 respectively. 
f ~ccordingly, the Commission is proposing : 
t J) 
~ 
that the existing Decision's period of validity be extended until 
31 December 1983 in the case of Italy, for reasons of continuity- from 
the le&al point of view - but above all because the problem remains 
unsolved; 
b) that an additional interest rate subsidy be applied in all 1'iember States 
until 31 December 1983. The subsidy, a selective one which t'lould depend 
on the rate of interest now obtaining, would be 3 % in the case of the 
!·!ember States whose present nominal rate is higher than the unweighted 
'commw1ity average (Denmark and the United Kingdom) and·2 %, subject to 
! a certain maximum, for the other Member States. This facility is 
already available to· Ireland until 31 December 1983. The estimated 
cost to the budget of this measure is about 2:5 95,nillion ECU over two 
annua.~ 
t 
years.l 
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Fina..'lcial impact on th'~ 5-yea.r financi2.l envelope 
.. 
a) Proposal for a Counoil decision amending Decision 76/ 402/nc on the· 
: level of the interept rate subsidy provided for in Direct.ive 72/159/EEC 
'· :: 
. · on the modernisatiop of farms, to apply in Ita.lyo 
'J • ~ • • 
; ~This proposal exten?-s the conditions for applic-:r.tion ·in Italy for two 
; · additional years. ·tphe costs of the extension are already included in 
:; the tables of' experip.i ture envisaged for 1980 to 1984 on the hypothesis 
tha.t the period ofi,yalidi ty of this measure would be extended. 
~} ! 
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l}··;. Proposal for a C~.]lil Decision on the level. of inte1•est rate subsidy 
.~ · provided for by Di~cti ve 72/159/EEC on the_ modernisation of f~s. 
~.~ . l ~ [The expenditures ~lating to this proposal which fall due during the 
<. ' j}: 5-year period 198<¥,-84 amount to 51 million ECU, of which 25 .. 5 million 
-~ :··Eau apply in 1983 j1.nd the same amount in.l984. The tab~e of esti~tes 
;; f of expenditure fo~ 1980-84 (see a.nne:x:) wa.s recalculated in November 1981, 
ta.ldng account in particular of the delays in the commitment of certain 
J new measures and of the lower degree of utilisation of other measures 
;: 
with reference to the previous estimates. It is estimated that • .. 
.. 
., ,, 
of' '"the ,5-year envelope of 3o75.5 million ECU, 3.600 million EC'!J are or 
will be' used for the financing of the existing legislation,. The 
remaining 95 million ECU allows for the financing of this proposal. 
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Trenn in net farrn surnluses 
1974 1975 1976 1977 
~~ 19.016 15.239 18.010 17.913 90.8 100 102.2 92.9 
a) 50.608 49.048 52.166 55.088 
b) 116 lOO 96.6 93.5 • 
n.) I 6.820 8.080 7.840 5-770 b) 93-3 100 108.8 99-3 
a) 49-769 52.219 65.459 54-572 
b) I 08.8 lOO 116.2 90.8 
n.) 1.n8 2.074 1.943 2.343 
b) 112.8 100 83.2 97.3 
~~ 91;4.3 1147-7 1458.4 1454.2 96.9 lOO 110.9 97-4 
a) 329.3 476 537.7 741.1 
b) 7,3.8 lOO 93.2 113.8 
a) net surplus per farrn in national currency 
b) net surplus expressed as an inde4 (in constant ter~s, 1975 • 100) 
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• 1977 1978 I· 1979 1930 
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DEUTSCilL.U\D 6.514 5.820 5.290 ·4.3C: 
t"'RA}!a3 2.597 . 4o457 5-566 6.4C: 
lf,llERLA!ID 2.860 3.036 3.241 1.5.! 
Di·:LGI Qtn·:jD~LCIE 1.652 1.985 2.133 2.2.:: 
' LUXF.:.:nouno : 
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u:aT:·:n KINGDO:I. 7-1~5 7.631 5.147 2.6:: 
Jri!::I.AND 2.921 4.197 3.697 2.2.;:, 
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Proposal for a 
COUNCIL DECISION 
authorizing certain Member Staies to raise the Level of the interest rate subsidy 
J vided for by Directive 72/159/EEC on the modernization of farms 
Havin{! ree;ar:i to Counci 1 Directive 72/159/EEC of 17 April 1972 9n the 
modernisation of farms(l), as last amended by Directive 81/528/EEC(2), 
in particular the second sul:paragraph of Article 8 (2) and the second 
sub·p.aragraph .of Article 19 (1) thereof, 
to the propoqal from the Commission, 
l·/hereas, under the first indent of the second sub·paragraph of Article. 8 (2) 
of Directive 72/159/EEC, the V.ember States may be authorized to grant ·j 
j 
interest ;ate subsidies exceeding 5 Y. if such action is warranted by the ,. 
situation of the capital market in the Member States; 
pro-
• 
' ~ 
\fnerean the interest rates currently applicable in most Member· States to I •• 
lont~term agricul turaY. loans and the exceptional burden placed on farmers '\ 
1 
wishing to modernise their holdings by these interest 'rates, which are well 
in excess of the minimum laid down by Directive 72/159/EEC, may adversely l 
'1 
affect, or even make impossible, the modernization of agriculture which this 
Directiva aims to achieve; whereas the situation is more serious in certaiJ 
l 
1: 
Hhereas it is therefore hc:-,.--,'lsary to grant further interest rate subsidies) 
di fferentia.ted where possibl~·'a.::-~..,,~g to the interest rates obtaining; 
Hherea.s the second subparagraph of Artf\;::;,.. ,;:Jl) of Directive 72/159/EEC 
~ ., 
stipulates that increased expenditure incurred by ~-,.:~ .... , .. _~ates as a result of an 
~ I 
increase inthe interest rate subsidies may be declared el~(;'·~::;_--.. .-_ .j 
assistance from the Guidance Section of ~he European Agricultur~L G~i~?,~and. 
Guarantee Fund and whereas the Fund must make a financial contribution tow1f\~: 
such expenditure, . 0. 
(1) 
(2) 
C~ No L .96, 23.4.1972, p. 1 
0J No L 197, 20.7.1981, p. 41 
l ''\~ 
j
l \_:s 
'\_, 
I 
··I • 






